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I. Characteristics of the Second Period 

The situation with which the Director General of 
Railroads had to deal during the second year of federal 
control of railroads was different in many respects from 
that of 1918. During the first year (1918) the control- 
ling motive was to operate the railroads as an effective 
part of the government's war organization. The com- 
pelling forces of patriotism were behind the employees, 
the officials, and the general public. The railroad organ- 
ization worked faithfully to produce the kind and the 
volume of transportation which was vitally necessary 
for war purposes, and the public cooperated willingly 
in accepting war-time restrictions in service. As has 
already been indicated, the results were fairly satis- 

1. For the first article, on the period to the close of 1918, see this Journal for Feb- 
ruary, 1921. 
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factory from the viewpoint of the emergency which 
federal control was intended to meet. 

The less satisfactory record of 1919, the second year 
of federal control, may be partly explained by the 
changed conditions. The spur of patriotism behind the 
working forces was lacking. The war-time tension re- 
laxed almost immediately after the signing of the armis- 
tice and there was a distinct lowering in morale. Ship- 
pers, travelers, and state-regulating authorities began 
a campaign to restore the pre-war status. Congress 
adopted a critical attitude toward the Railroad Admin- 
istration and withheld the appropriations recommended 
by the Director General. The decline in traffic and the 
shrinkage in net income compelled a closer scrutiny of 
expenses. The atmosphere was befogged by propa- 
ganda designed to create a favorable public attitude 
toward each of the many plans advanced for the solution 
of the railroad problem, and practically all of the propa- 
gandists set out to discredit the record of the Railroad 
Administration. Then, too, there was the normal re- 
action on the part of the general public against the 
continuation of war-time government control. 

Just before Mr. McAdoo's retirement from the office 
of Director General he advocated a continuation of 
federal control for five years. The Federal Control 
Act provided that the railroads should be returned to 
their owners within twenty-one months "following the 
date of the proclamation by the President of the ex- 
change of ratifications of the treaty of peace." Mr. 
McAdoo expressed the view that federal control during 
one year of war and one or two years of the reconstruc- 
tion period (on the eve of a presidential campaign) 
would not furnish an adequate test of the advantages 
of unified operation. He feared that most of the ' ' funda- 
mental reforms" inaugurated during his regime as 
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Director General could not be continued "if the country 
prefers to continue in existence the hundreds of different 
railroad companies as in the past." He believed that 
a five-year extension of operation by the government 
would permit the successful carrying out of a farsighted 
program of improvement and further unification of fa- 
cilities, and that this additional experience in federal 
operation under peace conditions would give the desired 
demonstration of the value of unified control and direc- 
tion. With such further experience as a guide Congress 
could more intelligently take up the task of legislating 
for a permanent solution. 2 

On January 11, 1919, Mr. McAdoo retired as Director 
General and was succeeded by Walker D. Hines, his 
principal assistant. When Mr. Hines, early in Febru- 
ary, appeared before the Senate Committee on In- 
terstate Commerce, he supported his predecessor's 
suggestion that the tenure of federal control be con- 
tinued for five years. At the same time he made cer- 
tain suggestions embodying his own views as to what 
should be the basis of a permanent plan for adoption 
at the end of the five-year period. 

In advocating an extension of federal control Mr. 
Hines placed himself on the defensive. The opinion was 
held in some quarters that the Railroad Administration 
was more interested in perpetuating itself than in re- 
sponding to the general public demand for legislation 
which would bring about a safe and speedy return of the 
roads to private management. Mr. Hines, however, 
never ardent in his advocacy of an extension of federal 
control, soon changed his position. In a number of pub- 
lic addresses throughout the South and West during the 
late spring and early summer of 1919 he suggested a plan 

2. Statement of Mr. McAdoo before the Committee on Interstate Commerce, 
United States Senate, January 3, 1919. 
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of his own under which the roads would be restored to 
their owners as soon as the necessary legislation could be 
enacted, and under which they would be operated in a 
small number of large systems, their directorates to 
include representatives of the government and of labor. 
Throughout his entire term of office Mr. Hines was 
subjected to much criticism. It should be noted, how- 
ever, that this criticism came from nearly every one of 
the divergent interests. The view of the railroad exec- 
utives was that the Administration was not always fair 
in its treatment of the interests of the owners of the 
properties, as for example in the matter of maintenance, 
and that its failure to advance rates in 1919 to meet the 
higher operating costs unfairly placed upon the railroads 
the onusof advancing rates after the roadswere returned. 
These rate advances were made necessary, in greater 
part, by radically increased wage scales and by the 
adoption during the closing months of federal control of 
the restrictive rules in the so-called national agreements. 
On the part of labor Mr. Hines was criticized because in 
the latter part of 1919 he refused to be stampeded into 
granting additional concerted wage demands from practi- 
cally every class of railroad labor. Instead he insisted 
that these demands should be reviewed by a tribunal to 
be appointed by Congress for that specific purpose. 
Congress, however, refused to entertain the suggestion 
and reminded the Director General that he had ample 
authority to deal with the situation himself. On the 
part of shippers there was dissatisfaction because many 
of the privileges which were curtailed during the war 
were not promptly or fully restored, and because re- 
quests for downward revision of certain rates were not 
all favorably acted upon. On the part of Congress there 
was fault-finding because of the large operating deficits 
and there was a disposition to embarrass the Railroad 
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Administration by neglecting to provide the working 
capital which Mr. Hines recommended. On the part 
of the state commissions there was resentment against 
the continuation of the war-time power of the federal 
administration, which crippled the states in their efforts 
to resume intrastate rate regulation on the pre-war 
basis. 

It will be seen, therefore, that Mr. Hines' adminis- 
tration failed to satisfy any one group, and that he was 
beset with difficulties much greater than those with 
which Mr. McAdoo had to deal during his war-time 
regime. Mr. Hines had a thankless task. No review 
of his stewardship would be complete if it failed to 
record a tribute to his courage in adhering consistently 
to his conception of his responsibility to the broad and 
long-time interests of the nation. He remained in office 
at a substantial personal sacrifice and severely taxed his 
health by devotion to his work. If he made mistakes in 
policy, they were as a rule the result of an over-con- 
scientious attitude toward his duty as the representative 
of the government. During a large part of his term in 
office he was unable to consult freely with the President 
and therefore was obliged in many important matters 
of policy to act upon his own initiative and responsi- 
bility. 

At the time of his appointment as Director General 
Mr. Hines announced that he proposed to carry for- 
ward the policies "so ably put into effect by Mr. McAdoo 
— fidelity to public interest, a square deal for labor, 
with not only an ungrudging but a sincere and cordial 
recognition of its partnership, and fair treatment for the 
owners of the railroad properties and for those with 
whom the railroads have business dealings." 3 

Within the limits of this article it is possible to touch 

3. Public statement, January 11, 1919. 
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only upon the more important phases of Mr. Hines' 
administration. These had to do with labor policies; 
cooperation with state and interstate regulating au- 
thorities; rate increases and adjustments; control of 
maintenance expenditures; and enlargement and im- 
provement of facilities and equipment. 

II. Labor Policies 

Large increases in wage rates and expensive conces- 
sions to labor on conditions of employment were phenom- 
ena of the war. Their effects upon the railroad payroll 
were probably no greater in degree than upon the labor 
costs of other industries. In fact the general average 
percentage of increase in railroad wage rates during the 
years 1918 and 1919 was probably less than in other 
directions. The railroad increases, however, affected 
payrolls containing the names of approximately two 
millions of employees. It was the magnitude of the 
absolute increases rather than the degree of the increase 
that attracted public attention. In the aggregate the 
higher wage rates and the more favorable working rules 
made effective during federal control had the effect of 
increasing the railroad wage costs at the annual rate of 
about one billion dollars. The estimate is based upon 
a comparison of wage earnings at the end of federal 
control with those of December, 1917; in making it the 
wage advances of 1918 as well as those of 1919, the 
effect of the universal application of the eight-hour day, 
and the added expense of punitive rates for overtime 
are taken into consideration. During the latter part of 
1919 Mr. Hines stated that the wage rates in effect at 
that time, expressed in average earnings per hour or per 
day, were approximately 56 per cent greater than those 
of December, 1917. Between the date of his statement 
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and the termination of federal control further upward 
adjustments were made, such as the application of puni- 
tive overtime in freight train service and the adoption 
in the national agreements of many new rules which had 
the effect of swelling payroll costs. These rules not only 
increased the compensation to the individual but re- 
quired the employment of more men for the same 
amount of work. An indication of the effect of the 
higher wage rates and changes in rules upon net income 
is afforded by the relation of total wages to operating 
revenues. In 1917 labor was paid 43.3 cents out of each 
dollar of operating revenues. The comparable figure 
for 1919 was 55.3 cents. 4 

Such exception as may be taken to the labor policy of 
the Railroad Administration applies particularly to the 
punitive and restrictive rules in the national agreements, 
to the extension of the principle of standardization, and 
to the extreme centralized control of labor relations. 
The national agreement with the shop crafts was drawn 
up by a committee of four subordinate officers of the 
Administration in conference with representatives of 
the labor organizations. 6 No member of this committee 
of subordinate officers had had any railroad managerial 
experience of responsible character. The chairman had 
once been an enginehouse foreman; one member of the 
committee was serving the Administration while on 
leave of absence from his regular duties as president of 
one of the unions affected by the agreement; the third 

4. Table 15, exhibits of Bureau of Railway Economics, presented as evidence before 
Senate Committee on Interstate Commerce, June 15, 1921. These ratios and the esti- 
mate of one billion dollars of aggregate increase in wage payments take no account of 
the further increase of over $600,000,000 per year awarded by the Hailroad Labor Board 
in May, 1920. In the year 1920 labor was paid 59.9 cents out of each dollar of operating 
^revenues. 

5. These agreements were made with labor organizations affiliated with the Ameri- 
can Federation of Labor. There were no such agreements with enginemen, firemen, 
conductors or trainmen. 
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member had once served as an enginehouse or boiler- 
shop foreman; the fourth member had once been a 
locomotive firemen and had served as a local chairman 
for the fireman's organization on one road. The agree- 
ment as tentatively agreed to by this committee and the 
representatives of the unions was sent to the Director 
General with the recommendation of the Director of the 
Division of Operation and was signed by the Director 
General on September 20, 1919. It should be noted 
that neither the regional directors nor the federal 
managers in charge of the respective railroad units had 
anything to do with the agreement. 6 

The national agreement with the shop crafts was 
followed by one with maintenance of way employees. 
It was dated November 22, 1919. The third, with 
clerks, freight handlers and station employees, was 
signed on January 1, 1920. The fourth and fifth agree- 
ments were with stationary firemen and oilers and with 
railroad signalmen. They became effective on Janu- 
ary 16, 1920, and February 1, 1920, respectively. It 
will be noted that all of these agreements were made 
subsequent to May 20, 1919, when the President an- 
nounced that the roads would be returned to their 
owners, and three out of the five agreements were 
entered into when it was known that federal control 
would terminate within two months. The railroad 
executives, therefore, had ground for criticizing the 
Director General for assuming the burdens which these 
agreements passed on to the railroads while he was un- 
willing at the same time to assume the responsibility 

6. This explanation is given as a partial answer to a question which entered the 
minds of many persons who read about the questionable features of the agreement in 
the press reports of the hearings before the Railroad Labor Board during the summer of 
1921, when the railroads sought to have these agreements abrogated. Inasmuch as it is 
generally understood that the Railroad Administration was composed of former railroad 
officers temporarily serving the government it was natural to ask why these inequitable 
rules were agreed to in the first place. 
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for increasing freight and passenger rates so as to meet 
the additional expenses. 7 

Prior to the events which led up to the passage of the 
Adamson Act late in 1916, the relations between the 
railroad managements and their employees on the typi- 
cal railroad were reasonably harmonious. It is true 
that these intimate relations had begun to dissolve be- 
fore the roads were taken by the government. But 
during the twenty-six months of centralized power over 
practically everything that had to do with the pay 
envelope and with working conditions, the control of 
local officers over their employees was much weakened. 
While there had been some standardization of wages 
and working rules in certain classes of service, 8 the 
policies of standardization in these matters were carried 
to an extreme degree during the life of the Railroad 
Administration. Rates of pay and conditions of em- 
ployment in nearly all classes of service were made 
uniform in every part of the country. A car inspector 
in a small town in Florida received the same rate of 
pay as one who worked in Chicago or St. Paul. A 
station clerk in a small inland town worked under the 
same scale as one who had to assume the higher living 
costs of Boston. The colored women who cleaned cars 
in the South were awarded the same wages as white 
men or white women who did similar work in New York 
or Pittsburgh. If the standards adopted were reason- 
able for the lower living costs of the South, they could 
not be reasonable for the northern sections of the coun- 

7. The statement has been made privately that these agreements were made to 
redeem a pledge between the Administration and the unions while the war was in prog- 
ress. The writer has no personal knowledge as to the ground for the statement, but if 
true it has an important bearing on the case. The early negotiations looking toward the 
first agreement were begun many months before the document was finally signed. 

8. See article by the present writer on "Standardizing the Wages of Railroad Train- 
men" in this Journal, vol. xxv, pp. 139-160; and "The Locomotive Engineers' Arbi- 
tration," ibid., vol. xxvii, pp. 263-294. 
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try, particularly in urban communities where rents, fuel, 
and other costs of living were much higher. If the 
standards were reasonably sufficient for northern cities 
they must have been unreasonably high for the southern 
states. Yet an inflexible uniformity in wage rates and 
in rules affecting hours of service or other terms of em- 
ployment was prescribed for nearly every class of service 
regardless of differences in going rates, in rates or rules 
for similar employment in competing industries, in the 
severity of work, density of traffic, relative degree of 
experience, and the local purchasing power of the 
dollar. 

In the brief account (in the preceding article) of labor 
policies during the year 1918 no reference was made to 
the Boards of Adjustment which were created during 
the first year of federal control. These boards, three in 
number, supplemented the work of the Board of Rail- 
road Wages and Working Conditions, and gave effect to 
understandings reached between the regional directors 
and the executives of the unions, under which bi- 
partisan boards were to be established to adjust con- 
troversies as to discipline, interpretation of rules, or 
other similar grievances. An unfortunate effect of the 
centralization of the machinery for determining wage 
rates and rules and for the adjustment of grievances 
was that of undermining the influence of the officers in 
authority locally on the individual roads, and thereby 
of impairing discipline. Throughout the entire period 
of federal control there was a growing tendency on the 
part of employees to disregard their immediate superiors 
and the federal managers also, and to go to Washington 
with all sorts of grievances, many of them trivial. Tho 
a substantial portion of these complaints were decided 
against the employees, the net effect, particularly during 
the last fourteen months of federal control, was to reduce 
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the local officers to mere figureheads in the adjustment 
of labor differences. According to the rules of procedure 
each case had first to be presented to the local officers, 
but generally that was a mere formality incident to the 
final reference of the case to the centralized boards. The 
attitude of the employees grew to be that their real 
friends and the real power were in Washington. The 
local officers found themselves unable to adjust even 
minor differences unless the employees' position were 
conceded in full, and on the part of these officers there 
grew to be an inclination to let the central administra- 
tion assume the responsibility which should go with 
the authority to settle controversies. 9 Under such cir- 
cumstances it was inevitable that discipline should be 
impaired and that the morale of the service should 
suffer. 10 

The year 1918 had been free from railroad strikes. 
Such was not the case in 1919. The annual report of 
the Division of Labor for that year lists thirty-three 
strikes among railroad and express service employees. 
In addition there were thirteen strikes by marine and 
water-front employees. While most of the marine and 
water-front strikes were authorized by the union execu- 
tives, none of the thirty-three among railroad and ex- 
press service employees had the sanction of the national 
leaders. Tho all of the strikes were local in their appli- 

9. An examination of the decisions of the Boards of Adjustment indicates a wide 
variation in the number of cases presented to the Eoards by the employees or the man- 
agement of individual roads. Some roads had but few cases; others had many. It is 
not possible without an intimate knowledge of the facts to say whether in the first set 
of cases the freedom from dispute was the result of exceptionally harmonious conditions 
and disinclination upon the part of employees to appeal, or whether it was the result of 
weakness on the part of the management in avoiding trouble by conceding practically 
all claims. In the second set it is not possible to state with assurance whether the many 
disputes were caused by an exceptional lack of harmony and a disposition upon the part 
of employees to seek for cases to appeal, or to a narrow or unbending attitude on the part 
of the management to concede nothing of a controversial nature and to play safe by 
shifting the responsibility to Washington. 

10. This state of affairs was aggravated by the persistent advocacy of the Plumb 
plan for "democratic control of railroads." 
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cation, some had far-reaching effects. Most of the 
trouble was with unskilled workers of the more radical 
type. The train service brotherhoods were concerned 
in but one strike, which was called locally in sympathy 
with striking employees of an interurban electric road. 
In twenty-four out of the thirty-three cases the trouble 
arose because shopmen, enginehouse men and car re- 
pairers took things into their own hands and disregarded 
the orders of their national executives. 

III. Relations with State Commissions; 
Attitude on Rate Adjustments 

One of the first important steps taken by Mr. Hines 
after he became Director General was to divide the 
Division of Public Service and Accounting into two 
separate divisions. The late Judge Prouty remained in 
charge of accounting, and Max Thelen, formerly chair- 
man of the California Railroad Commission and of the 
National Association of Railroad Commissioners, was 
appointed Director of Public Service, effective Febru- 
ary 1, 1919. 

Following a conference between the Railroad Admin- 
istration and a committee representing the state rail- 
road commissioners the relations between the federal 
and the state authorities were clarified by the publica- 
tion of General Order 58, of February 20, 1919, in which 
the Director General recognized the jurisdiction of the 
states over railroads under federal control in such 
matters as spur tracks, railroad crossings, safety appli- 
ances, track connections, train service, station facilities, 
the investigation of accidents, and other matters of 
local service, safety and equipment. Officers and em- 
ployees of the Railroad Administration were instructed 
to cooperate with the state commissions and the Divi- 
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sions of Traffic and of Public Service were directed to 
secure the advice and suggestions of the appropriate 
state commissions before authorizing advances of any 
importance in rates, interstate as well as intrastate. 
The fundamental question as to the paramount author- 
ity of the federal government was left for determination 
by the courts. 

The publication of General Order 58 did much to 
mollify the state commissioners. Throughout the re- 
mainder of the period of federal control the relations 
between the Director General and the state regulating 
authorities were harmonious. Mr. Hines adopted also 
a policy of seeking the advice and cooperation of the 
Interstate Commerce Commission. That body had 
been virtually quiescent during the year 1918, since 
under the Federal Control Act most of the Commission's 
powers over rates were delegated to the Director 
General during the period of federal control. 

In addition to these measures, which afforded scope 
for action on the part of the public regulating authorities, 
steps were taken by the Railroad Administration which 
gave shippers a greater voice in the councils of the traffic 
and operating departments. In 1918 the shippers had a 
minority representation in the thirty-three freight traffic 
committees which were created to consider proposals 
for changes in rates or rules. Early in 1919 the minority 
representation of industrial traffic managers was in- 
creased to equal representation, and the shippers had 
representatives also on each of the seventy-three termi- 
nal committees created by the Administration to 
regulate terminal operation, car service, and similar 
matters. The participation of the shippers' traffic ex- 
perts on these traffic and terminal committees did much 
to clear up misunderstandings or to clarify the points 
of difference. 
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The general upward revision of freight rates in June, 
1918, had been accomplished, with few exceptions, by 
applying a horizontal increase of 25 per cent. It is 
obvious, therefore, that in the cases wherein certain 
commercial relationships were based on freight rate 
differentials in cents per 100 pounds, the application 
of the percentage increase had the effect not only of 
increasing the rates but also of changing the absolute 
spread between the related rates. In many cases the 
shippers were more interested in maintaining the differ- 
entials than they were in the absolute rates. Much of 
the work of the Division of Public Service, the Division 
of Traffic, and the regional and local committees had 
to do with readjusting rates and rules so as to restore 
former relationships. This work began immediately 
after the general rate increase of June, 1918, but in 1919 
it was carried on more intensively. The report of the 
Division of Traffic for 1919 indicates that subsequent 
to August 1, 1919, there were 7804 individual changes 
authorized. 11 Of these rate changes 63 per cent applied 
to interstate rates and 37 per cent affected intrastate 
rates. The nature of the changes, in per cent of total, 
is shown in the following table, taken from the 1919 
annual report of the Division of Public Service : 

Percentage of Total Changes in Rates 

Nature of Change Interstate Intrastate 

Reductions 76% 88% 

Advances 12 

Advances and reductions 7 8 

Advances to meet decisions of I. C. C 5 

Correction of errors . . 4 

Total 100 100 

11. The report does not specify the closing date of the period to which the statistics 
apply. Presumably the period was from August 1, 1919, to the date of the report, 
December 15, 1919. 
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While there was also some activity on the part of 
the state commissions and other representatives of the 
traveling public in the matter of passenger rate adjust- 
ments, very little was done to change the minimum flat 
rate of three cents per mile established by Director 
General McAdoo in June, 1918. Requests of certain 
states to have rates higher than three cents per mile 
reduced to that basis were denied. 

The summary of the results for 1918, given in the 
preceding article, 12 drew attention to the deficit of ap- 
proximately $245,000,000. The tabulation shows that 
for Class 1 roads the operating revenues had increased 
$853,868,213, while the operating expenses had in- 
creased $1 , 130,770, 166. It was noted further that if the 
rate advances of June, 1918, had been made effective on 
January 1, 1918, the additional revenue, based on the 
traffic which actually moved during the first five months 
of the year, would have been $494,000,000. This addi- 
tional revenue, if it had been available, would have left 
a surplus of approximately $249,000,000 instead of a 
deficit. 

When Mr. McAdoo appeared before the Senate 
Committee on Interstate Commerce on January 3, 1919, 
(a week before his retirement as Director General) he 
estimated that the results for 1919 would show a surplus. 
In other words he believed that with the rate increases 
of June, 1918 in effect throughout the entire year 1919, 
the net operating income would exceed the guaranteed 
rentals. In making this estimate he did not anticipate 
that freight traffic in 1919 would be much smaller than 
in 1918, nor did he take into account the possibility 
of further advances in wage rates and further increases 
in the cost of materials. 

When the figures for the early months of 1919 became 

12. In this Journal, February, 1921, p. 339. 
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available they showed startling deficits. The net result 
(in even figures) for January was a loss of $36,000,000; 
in February it was $35,000,000; in March it was 
$25,000,000. During the first six months of the year 
the net operating income fell short by over $227,000,000 
of meeting the guaranteed rentals. 13 

During the early part of 1919 serious consideration 
was given to the suggestion that there should be a 
further increase in rates, and the traffic, operating, and 
accounting divisions made studies which were intended 
to be the basis for such a general advance. There was 
a general feeling throughout the Administration that 
substantial increases would be necessary to enable the 
government to meet its guaranteed rentals, and that 
the Director General could not afford to pile up addi- 
tional millions per month upon the already large deficit. 

Mr. Hines gave serious consideration to these sugges- 
tions, but refrained from taking action. During the 
second half of 1919, when it appeared that he did not 
intend to order the advances, and when the second 
cycle of wage increases began to show its effect upon 
operating expenses, the executives of the railroad com- 
panies, looking forward to the return of the roads on 
December 31, 1919, were seriously disturbed. They 
pressed upon Mr. Hines their view that he should exer- 
cise his authority and advance rates, so that the proper- 
ties would be self-sustaining when they were turned 
back to private operation. 

On October 7, 1919, Mr. Hines announced his definite 
conclusion that the government should not increase the 
rates. On October 13 the chairman of the Association 
of Railway Executives formally protested against the 

13. These figures apply to Class I roads. They do not include the smaller roads and 
the terminal companies, nor do they make any allowances for losses from the operation 
of the express and Pullman services and the water lines, and the expenses of the central 
and regional administrative organization. 
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decision and submitted a resolution adopted by the 
Association which insisted "that the duty rests upon the 
Government to restore, on its own initiative and by its 
own action, the relationship between revenues and ex- 
penses which the Government's action in increasing 
expenses had disturbed, and that appropriate action in 
this direction is necessary in order to be in conformity 
with the statement of the President, when the railroads 
were taken over by the Government, that investors in 
railroad securities might rest assured that their rights 
and interests would be as scrupulously looked after by 
the Government as they would be by the directors of 
the several railway systems." 

In reply to this protest Mr. Hines declined to change 
his position, which he stated had been taken with the 
approval of the President. Having decided that it was 
not in public interest to make an immediate increase in 
rates for the purpose of increasing the revenues of the 
Railroad Administration during the remaining months 
of federal control, Mr. Hines held that a fundamentally 
wrong conception was involved in the claim that the 
President ought to exercise the emergency rate-making 
power for the purpose of deciding as between the rail- 
roads and the public what the former should charge and 
what the latter should pay after the end of federal control. 
He held that the guarantee applied only to the federal 
control period and he disagreed with the railroad execu- 
tives that the abnormal increases were peculiar to 
government operation. In his opinion the increases in 
expenses would have taken place if the Railroad Ad- 
ministration had not been in existence. 
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IV. Upkeep of Physical Property 

With his proclamation of December 26, 1917, taking 
over the railroads the President had issued a statement 
which explained why the step was necessary and offered 
certain assurances to the holders of railroad securities. 
Among these assurances was the promise that he would 
immediately recommend to Congress the establishment 
of definite guarantees that the railroad properties should 
be maintained in as good repair and as complete in 
equipment as when taken over by the government. The 
recommendation was made, and it was adopted by 
Congress as part of Section 1 of the Federal Control Act. 
The principle, however, was expressed in general terms. 
The accounting details were left to be worked out later 
in the contract to be agreed upon by the Director Gen- 
eral and the individual railroad companies. There was 
much discussion on this point between the legal repre- 
sentatives of the Administration and of the railroad 
companies, and the up-keep section of the standard con- 
tract was rewritten several times before an agreement 
was finally reached. As finally adopted the contract 
required the Director General to expend for mainten- 
ance such sums as would be requisite in order that the 
properties might be returned to the companies at the 
end of federal control in substantially as good repair 
and substantially as complete in equipment as they were 
on January 1, 1918. As no inspection or appraisal of 
condition was made when federal control began it was 
necessary to adopt some accounting expedient to meas- 
ure the obligation of the government, and the contract 
contained the proviso "that the annual expenditures 
and charges for such purposes during the period of 
federal control on such property, and the fair distribu- 
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tion thereof over the same, or the payment into funds 
of an amount equal in the aggregate ... to the average 
expenditures and charges for such purposes . . . during 
the test period [three years ended June 30, 1917] . . . 
shall be taken as a full compliance with the foregoing 
covenant. . . . Due allowance shall be made for any 
difference that may exist between the cost of labor and 
materials, and between the amount of property taken 
over, . . . and for any difference in use . . . substantial 
enough to be considered, so that the result shall be, as 
nearly as practicable, the same relative amount, charac- 
ter, and durability of physical reparation." 

During the year 1918, while the war was in progress, 
little thought was given to questions of final accounting. 
The Administration did its best to maintain the proper- 
ties so that they might function effectively in meeting 
the demands of war traffic. No limitations as to main- 
tenance expenditures were placed upon the federal 
managers except those which were caused by shortages 
in labor and materials. But when the war was over, 
when it became evident that the railroads would be 
returned to private operation by the end of 1919, and 
when the decline in the volume of traffic coupled with 
additional increases in wages and higher material costs 
caused alarming deficits in the early months of 1919, 
the Director General began to give much personal 
attention to maintenance expenditures. He impressed 
upon the regional directors and the federal managers 
the importance of using care to see that the obligations 
of the government were not exceeded, and effective 
steps were taken, beginning in May, 1919, to restrict 
maintenance expenditures to a budget allowance author- 
ized for each road by the engineering staff of the central 
administration. 

Early in the year, and before it was known that a 
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budget system for maintenance expenditures would be 
enforced, the federal managers, following the conven- 
tional custom, had laid out their programs for the main- 
tenance season according to their conception of the 
necessities, and most of them had organized their forces. 
They were, therefore, greatly disturbed when they re- 
ceived instructions, based on the Director General's 
telegram of May 27 to regional directors, to limit the 
June maintenance of way expenditures to an amount 
which would bear the same ratio to operating revenues 
that such expenditures on each road during the entire 
three years of the test period bore to the operating 
revenues of that period. While it was generally under- 
stood that the instructions applying only to June ex- 
penditures were intended merely as an emergency brake 
upon expenditures pending a more deliberate determi- 
nation of the program for the remainder of the year, and 
while the drastic restrictions applying to June were 
quickly canceled, the effect was to slow up the main- 
tenance programs untjl the budget system could be 
installed, and to disorganize the maintenance forces. 14 

It was apparent that the Director General feared that 
the natural desire of the federal managers would be to 
err on the side of liberality in expenditure so that the 
properties could be put in good condition prior to their 
return to private management, and that he took a 
serious view of his responsibility of protecting the 
government against overexpenditure. He believed that 
it would be better to lean toward the side of underex- 
penditure and settle in cash at the end of federal control, 

14. " This change in the maintenance of way policy of the Railroad Administration 
from one of most liberal authority by the individual road to a plan of rigid control of 
expenditures led to a considerable undercurrent of resentment upon the part of railroad 
officers, both Federal and corporate, although much of the criticism would have been 
avoided if the statistical data on maintenance had been compiled soon enough to have 
permitted the formulation of a maintenance program before the inception of the season's 
work. Coming in June, at the height of the season, this curtailment was particularly 
unfortunate." Railway Age, June 2, 1920, vol. 69, p. 58. 
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placing upon the railroad companies the burden of prov- 
ing undermaintenance, rather than run the risk of going 
beyond the obligation of the government and thereby 
place upon it the burden of proving overexpenditure. 

Throughout his entire term of office Director General 
Hines held to the view and frequently stated that the 
maintenance expenditures of the Railroad Administra- 
tion were being made on a scale which would meet the 
government's obligation under the proviso in the con- 
tract based on the test period. It was his belief that 
at the end of federal control the government would be 
indebted to some of the carriers for inadequacy in some 
elements in maintenance and that on the other hand 
some of the carriers would be indebted to the govern- 
ment for overmaintenance in certain elements. On the 
whole, he believed that these would about offset each 
other, and in estimating the net financial result of 
federal control in his last report to the President he made 
no allowance for claims for undermaintenance. 

An examination of the expenditures during federal 
control would indicate that Mr. Hines had reason to 
believe that his position was sound. The average yearly 
expenditures for maintenance (way, structures and 
equipment) during the test period were $963,970,719. 
In 1916 they were $1,742,001,074, and in 1919 they 
were $1,982,793,296. These figures indicate that the 
increase in expenditures over the test period was 81 per 
cent in 1918 and 106 per cent in 1919, an average in- 
crease of 93 per cent for the two years. The increase in 
maintenance of equipment was relatively greater than 
in maintenance of way — 105 per cent for equipment 
and 76 per cent for way and structures. 15 No informa- 
tion as to the relative cost of labor and prices of material 

15. Based upon statistics compiled by the Operating Statistics Section of the Rail- 
road Administration. The figures apply to all Class I roads. 
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in the test and control periods has been made public, 
but it is unlikely that wage rates and material costs 
combined were more than 93 per cent greater than in 
the test period. 

None the less, the properties were not fully main- 
tained. In the single item of cross ties the average re- 
newals per year in the test period were 83,885,109. 
The average yearly renewals in 1918 and 1919 were 
71,363,083. This does not give a complete picture be- 
cause in many cases the renewals in 1918-19 were in 
ties of lower grade than those used in the test period. 
The average annual renewals in rails during the test 
period were 2,041,676 tons. The rail renewals in 1918- 
19 were at the rate of 1,821,561 per year. The ballast 
renewals in the test period were 17,065,599 cubic yards. 
The comparable figures for 1918-19 were 16,157,522, 
but in some cases gravel ballast was used instead of 
crushed stone. 16 In addition to the inadequacies in the 
renewals of ties, rail and ballast, there was inadequacy 
in the maintenance of structures, mainly in painting. 
These, however, cannot be stated in exact units. 

In the case of locomotives the maintenance was fairly 
adequate, but both freight and passenger cars were in 
relatively inferior condition when the roads were re- 
turned. The failure to keep up freight car repairs may 
be attributed in greater part to pooling. With respect 
to passenger cars it was impracticable to release them 
from service for the usual periodical shop overhauling, 
because every car was urgently needed in 1918 for the 
movement of troops from camps to seaboard and in 
1919 for the demobilization of the army. 

The case of freight cars requires further explanation. 
Prior to federal control the joint use of freight cars by 

16. From evidence prepared by Bureau of Railway Economics for presentation be- 
fore Senate Committee on Interstate Commerce in hearings on Senate Resolution 23, 
June 15, 1921. 
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all roads was governed by the car service and the per 
diem rules of the American Railway Association and the 
interchange rules of the Master Car Builders' Associa- 
tion. These rules were entirely suspended or substan- 
tially modified during the period of federal control. 
The car service rules prescribe the manner of joint use; 
the per diem rules fix the rate of daily rental; and the 
Master Car Builders' code defines the responsibility for 
repairs. We are particularly interested in the question 
of repairs. In brief, the code holds the car owner re- 
sponsible for repairs made necessary by ordinary wear 
and tear in service both when the car is at home or on 
another road. The user of the car is held responsible 
for repairs made necessary by "unfair" usage, such as 
that caused by train accidents. The light running re- 
pairs required to make good broken or missing parts are 
made by the road which has the car, when the need of 
such repairs becomes apparent. The cost of making 
good ordinary wear and tear is charged to the owner; 
the cost of repairs occasioned by rough usage is charged 
to the road responsible for the damage. In the course 
of time, usually every two or three years, the cumulative 
effect of wear and tear and accidental damage necessi- 
tates a general overhauling of the car. In normal times 
this is commonly done by the owning road when the 
car is at home. When a car is on a line other than the 
owning line the repairs are confined ordinarily to those 
required to put the car in condition to be sent home in 
service. The using road naturally restricts its work on 
cars of other companies to that which is necessary to 
keep the car in condition for day to day service. This 
means that the typical road takes care of the running 
repairs of both its own cars and those of other roads 
while on its rails, and confines the heavy general repair 
work to its own cars. Prior to federal control the typical 
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road had about 60 per cent of its cars at home and 40 
per cent were on other lines. 

During federal control the principles of unification 
were applied in a degree which with respect to freight 
cars caused a virtual disregard of ownership. Under 
the instructions no distinction was to be made between 
"home" and "foreign" cars in making repairs. In 
theory each road was required to regard every car as 
its own car and to make the needed repairs, both light 
and general, to the limit of its capacity. In the distri- 
bution of cars little effort was made to return them to 
the owning road. Consequently the percentage of 
"home" cars on "home" roads was reduced from 60 per 
cent to from 10 to 20 per cent. 

If the instructions which required each road to assume 
responsibility for the general repairs of all cars on its 
lines could have been carried out the results would have 
been more satisfactory. But as each road had difficulty 
in obtaining labor and materials, it was natural that 
the heavy repairs were devoted principally to the few 
home cars that happened to be at home and the work 
on foreign cars was confined to running repairs or patch 
work which merely kept the car in condition for day to 
day service. As the heavier work was neglected it was 
inevitable that the general condition of cars should 
suffer. It was inevitable also that the larger propor- 
tion of patch work or temporary repairs substituted for 
the thorogoing general repairs which would have been 
given by the owners in normal times meant that the 
total expenditures would not bear the usual relation to 
the general condition of maintenance. And in addition 
to this factor, which explains in greater part why freight 
cars were returned in inferior condition notwithstanding 
the expenditure of more than twice the maintenance 
cost of the test period, there was the factor of relative 
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efficiency of labor. The restrictive rules of the national 
agreements and the much larger percentage of inex- 
perienced employees had the effect of increasing ex- 
penses without increasing output. 17 

V. Additions and Betterments 

The inability of the railroads in 1917 to finance addi- 
tions to and improvements in facilities and equipment 
was one of the important reasons for federal control. 
The Federal Control Act appropriated $500,000,000 as 
a revolving fund to be used to pay the expenses of the 
Railroad Administration and to finance additional facil- 
ities or equipment required for government operation. 
The Act provided that these additions and betterments 
could be ordered when "necessary or desirable for war 
purposes or in the public interest on or in connection 
with the property of any carrier." Advances could be 
made from the revolving fund for all or any part of the 
expense of such additions or improvements, such ad- 
vances to be charged against the carrier, to bear interest, 
and to be repaid so that the government would be fully 
reimbursed in the final settlement. As an offset to the 
interest charges on such advances, the Director General 
was required by the contract to pay interest to the 
company upon the cost of such work from the date of 
its completion, in addition to the guaranteed rental. A 
distinction was made between work required solely for 
war purposes and therefore of no permanent value to 
the company, and work which would inure to the per- 
manent benefit of the company. The cost of work re- 

17. The factor last mentioned was a main point of difference between the Director 
General and the railroad companies in coming to an agreement on the terms of the final 
settlement. It is unnecessary to pursue the point further here. It was in controversy 
also in connection with the guarantee paid by the government during the first six months 
under the operation of the Transportation Act of 1920 (March 1 to September 1, 1920). 
The Interstate Commerce Commission recently decided that the relative efficiency of 
labor should not be considered in the settlement. 
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quired solely for war purposes was to be assumed by the 
government. Tracks or other facilities at military 
camps are examples. 18 

Relatively little improvement work was in progress 
when federal control began. That which was under way 
was continued pending the determination of a policy. 
A policy was finally announced in General Order 12, 
dated March 12, 1918. The order provided that im- 
provements and additions should be confined to those 
which were absolutely necessary for the protection and 
development of transportation facilities required to 
meet the then present and prospective needs of the 
country's business under war conditions. Eailroad 
officers were reminded that projects which might be 
regarded as meritorious and necessary from the separate 
viewpoint of a particular road might not be equally 
meritorious or necessary under government operation 
while the facilities of all roads were available for common 
use. The order specified that the construction of new 
lines or branches or the extension of existing lines should 
not be undertaken without the approval of the Director 
General. The same restriction applied to the ordering 
or construction of new locomotives and cars. Work 
under way prior to federal control or new work in har- 
mony with the policy outlined above could be con- 
tinued or undertaken when the capital charges for any 
one project would not exceed $25,000. All projects to 
cost in excess of $25,000 were to be referred to the 
Director General for approval. 

During the year 1918 the Administration authorized 
betterment work which was estimated to require a total 
charge of over $900,000,000 to capital account. Of this 
amount $592,000,000 was actually expended. After the 
signing of the armistice, and when it was apparent that 

18. Claims against the government on this account may aggregate $200,000,000. 
Letter of Director General Davis to House Committee on Appropriations, May 5, 1921. 
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Congress would tighten up on appropriations for the 
revolving fund, the program for new work was curtailed. 
The limit of $25,000 allowable without prior approval 
was reduced to $1,000. The total authorizations for the 
capital accounts proportion of betterment work in 1919 
were less than one-third of those authorized in 1918. A 
substantial part of the work begun in 1918, however, 
was continued, so that the actual charges in 1919 against 
capital account were $571,000,000. Including similar 
expenditures made in January and February, 1920, 
which were about $37,000,000, the total charges to 
capital account during the entire period of federal 
control were $1,200,000,000. The details are listed 
below : 

Capital Expenditures during Federal Control 19 

Item 1918 1919 Two years 

Roadway and track $294,000,000 $247,000,000 $541,000,000 

Improvements to existing 

equipment 19,000,000 21,000,000 40,000,000 

New equipment purchased 

by R. R 161,000,000 64,000,000 225,000,000 

New equipment purchased 

by R. R. Admin 118,000,000 239,000,000 357,000,000 

Total 1918 and 1919 . . . $592,000,000 $571,000,000 $1,163,000,000 
Estimated expenditures in January and February, 1920 37,000,000 

Grand total $1,200,000,000 

In referring these figures in his final report, dated 
February 25, 1920, Director General Hines states: 

During a considerable period immediately preceding Federal 
control, the railroad companies had cut down the amount of their 
expenditures for additions and betterments and equipment because 
of the high prices, difficulty in obtaining deliveries, absence of funds, 
etc. The Railroad Administration was, of course, not able to make 
any plans whatever with respect to a program of capital expenditures 
for either way and structures or equipment for the calendar year 

19. Report to President by Director General for fourteen months ended March 1, 

1920. 
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1920; and it is understood that comparatively little has been done 
in that direction up to the present time by the railroad companies. 
The result is that at this time very large expenditures are called for 
on the railroads in the public interests to increase their efficiency and 
enable them to meet the growing demands for transportation. Un- 
less the railroad companies shall be able to adopt and enforce the 
important unifications of facilities and equipment and control in the 
common interest of the handling of the business in times of stress, the 
available facilities and equipment will turn out to be wholly unequal 
to the requirements of the public. Even with substantial continu- 
ance of all the important methods of unification and common con- 
trol, the necessity for very large capital expenditures, both of way 
and structures and for new equipment, will be very great. 

VI. Financial Results of the Entire Period 
of Federal Control 

The financial results of the year 1919 were much more 
unfavorable than those of 1918. The deficit in 1918 was 
approximately $245,000,000. For the entire period of 
federal control, January 1, 1918 to March 1, 1920, the 
deficit is at least $1,200,000,000. This is the estimate 
given by Director General Davis (the present incum- 
bent) in his letter of May 5, 1921, to the Chairman of 
the Committee on Appropriations of the House of 
Representatives. In April, 1920, shortly after the close 
of federal control Director General Hines stated that 
the deficit would be about $900,000,000. This figure, 
however, failed to include many items which the present 
Director General has taken into account in his higher 
estimate. It is quite probable that the final sum will be 
substantially in excess of Mr. Davis' estimate of $1,200,- 
000,000, if the railroad companies are successful in ob- 
taining recognition of even a small part of the claims 
which are now pending. In his letter above referred to, 
Mr. Davis estimates that the claims for undermainten- 
ance alone will probably run from $700,000,000 and 
$800,000,000, and he adds that "the Railroad Admin- 
istration records fail to support claims for overmain- 
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tenance sufficient in amout to offset these amounts, and 
it is quite evident that some allowance must be made 
on account of undermaintenance." Up to May 1, 1921, 
final settlements had been made with but 19 of the 
161 Class I roads, and with but 28 out of a total of 
284 of the smaller roads and terminal and switching 
companies. The delay in settlement is mainly the 
result of differences in viewpoint on the one factor of 
maintenance and the time taken to prepare the vast 
amount of accounting detail required by the Adminis- 
tration, or furnished by the railroad companies on their 
own initiative, in support of their claims. 

The details of the estimated deficit of $1,200,000,000 
are not available to the writer but some light on indi- 
vidual items may be had from the final report of the 
Division of Finance, which gave the estimated deficit 
as $900,478,757. The report is dated May 10, 1920, 
and gives the following analysis of the Profit and Loss 
account as of February 29, 1920, when the roads were 
returned to private operation: 

Analysis of Profit and Loss Account 

Estimated excess of operating expenses and 
rentals over operating revenues : 

Class 1 railroads $677,513,152 

Other privately owned properties 43,011,129 

Inland waterways 2,449,739 

Total $722,974,020 

Expense of central and regional organization 13,954,980 

Deficit, American Railway Express Company 38,111,742 

Adjustment of materials and supplies 85,204,618 

Net interest accruals 37,558,162 

Non-operating income .... $12,336,855 

Deductions from gross income 10,118,034 

Miscellaneous profit and loss items 4,894,056 

Profit and loss debit balance .... 900,478,757 

Total $912,815,612 $912,815,612 
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In analyzing the causes of the deficit under federal 
control, Director General Hines in his final report and 
in other public statements called attention to certain 
features which he believed should be given considera- 
tion. These features may be summarized as follows: 

(1) It was not practicable to increase rates immedi- 
ately when federal control began. The general in- 
creases in freight and passenger rates were made 
effective in June, 1918. The first general increase in 
wage rates, while announced in May, 1918, was made 
retroactive to January 1. 

(2) During the first six months of 1919 there was an 
extraordinary slump in traffic. 

(3) The coal strike in November and December, 

1919, seriously affected revenues, and operating ex- 
penses were increased by the higher price of fuel. 

Mr. Hines stated that the net operating income of 
1918 would have been $494,000,000 greater if it had 
been practicable to increase rates on January 1, 1918, 
in the same degree that they were advanced in June. 
This additional revenue would have brought a surplus 
of nearly $250,000,000 in 1918, instead of a deficit of an 
approximately equal amount. 

In referring to the disappointing results of 1919, Mr. 
Hines intimates that the serious decline in business 
during the first half of the year accounts for practically 
all of the deficit of $292,500,000 in that period. To the 
coal strike he attributed the deficit of $114,000,000 in 
November and December, 1919. He called attention 
also to the fact that the Federal Control Act required 
the government to assume two-fifths of the annual 
standard return as the rental for January and February, 

1920, altho the earning capacity in those two months is 
lower than the average for the year. In the test period 
the January and February proportions of the yearly 
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railway operating income ware 6.228 per cent and 5.257 
per cent respectively, a total of 11.485 per cent for the 
two months, whereas the "pro rata for each fractional 
part of a year of federal control" (required by the 
Federal Control Act) obligated the Administration to 
pay 16.667 per cent of the annual rentals. This method 
of accounting added approximately $49,000,000 to the 
deficit for January and February, 1920. 

It is proper, of course, to give due consideration to all 
of these adverse factors. At the same time it must be 
remembered that scarcely any period in railroad opera- 
tion is free from similar factors which affect net income. 
The so-called "outlaw strikes" in 1920, for example, 
account for the larger part of the deficit during the first 
six months of resumed private operation while the 
government guarantee was continued. 

Mr. Hines quite properly objects to the deficit during 
the twenty-six months being labeled as the "cost" of 
federal operation. As was pointed out in reviewing the 
financial results of the first period of government con- 
trol, the deficit in that period could have been avoided if 
the increase in freight and passenger rates had been 
greater. The larger deficit of the second period could 
similarly have been met if Mr. Hines had considered it 
expedient to initiate further rate increases during his 
regime. As it stands, the loss is borne by the public 
treasury. 

If private operation of railroads had continued during 
the war, the railroads would have had to assume in- 
creases in expenses approximately as great as those as- 
sumed by the government. Tho it is probable that the 
restrictive rules of the national agreements would not 
have been adopted, a wage scale lower than that of the 
Railroad Administration could hardly have been main- 
tained without intolerable interference with the move- 
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ment of troops and war supplies. True, the railroads 
were turned back with diminished earning power; but 
it is extremely doubtful whether the security holders 
would have been in any better position on March 1, 
1920, if private operation had continued throughout 
the war. 

VII. How Far the Policy of Unification 
Has Proved Permanent 

It is not practicable to make a satisfactory appraisal 
of the economies made possible through the unification 
policies of the Railroad Administration. These econo- 
mies were entirely obscured or were offset in whole or in 
part by other factors which had an overpowering influ- 
ence upon operating expenses. Among the adverse 
factors the two of greatest effect were (1) the necessity 
during the first year of giving primary attention to war- 
time transportation needs and but secondary considera- 
tion to operating costs, and (2) the lower efficiency of 
labor, especially among the employees with whom the 
national agreements were made. Further to be con- 
sidered are the general advances in all wage rates, the 
general adoption of the eight-hour day in all branches 
of the service, the greater costs of materials, and the 
highly unsettled business conditions. Unfortunately 
there is no known device which if applied to the oper- 
ating results of the test periods would bring definite 
results from which the single factor of unification of 
facilities and equipment could be measured with any 
approximation of accuracy. The estimates which ap- 
pear in the annual reports of the Administration are 
to be viewed with caution, as they tell but part of the 
story. Undoubtedly the common use of terminals and 
other facilities by roads which are normally in compe- 
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tition resulted in savings in operating costs. These, 
however, under the non-competitive conditions of 
federal control, were not as important as was the in- 
creased capacity which such consolidations made pos- 
sible when the railroad machine was taxed to its utmost 
by the demands of war transportation. During the 
year 1918 the unification policies and the centralized 
control, backed by patriotic cooperation from the whole 
organization, made it possible to produce a volume of 
transportation greater than that produced in 1917 
(when all previous records had been broken) and to move 
the traffic with less congestion and delay. It should be 
noted, however, that in 1920, particularly during the 
second half of the year, when the railroads were again 
under private operation and when the policies of the 
Railroad Administration were not in effect, the volume 
of traffic exceeded even that of 1918, and it was moved 
with a freedom from congestion and delay that com- 
pares favorably with the record of the best months of 
the federal control period. 

Since the termination of federal control many of the 
unification policies of the Railroad Administration have 
been materially modified or have been entirely aban- 
doned. Many were applicable only to a period in which 
competition in service was eliminated. The absence of 
competition in service during federal control was dis- 
tasteful to the shipping and the traveling public. The 
prospect of a renewal of competition under the initiative 
of private operation was one of the most important 
reasons for the unanimity of the demand on the part of 
the public for a return to pre-war conditions of transpor- 
tation service. 

For a considerable period before the war, with uni- 
formity of rates and charges, competition had been 
confined almost entirely to service. The soliciting 
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forces of competing lines emphasized the superiority of 
their terminals or the regularity and expedition of their 
train service. The road which had shown foresight in 
locating its terminals advantageously, or had foregone 
a part of its dividends over a series of years so as to 
improve its facilities and equipment, made the most of 
these favorable factors in its traffic-soliciting efforts. 
The road which had inadequate or less accessible termi- 
nals, or was otherwise meagerly equipped, was forced to 
excel in other features of service. In other words, the 
spur of competition was a helpful tonic which reacted 
to the benefit of public service. 

During federal control, with virtual pooling of facil- 
ities wherever practicable, and with complete elimina- 
tion of competition, the terminals and other facilities of 
the prudent road were used in common by other roads 
which had been unable or unwilling to improve their 
facilities and equipment. Naturally, with the return of 
competitive conditions of private management the well- 
managed roads are disinclined to share their advantages 
with competitors. The year 1920 consequently has 
witnessed a general reversion to the pre-war status and 
the abandonment of most of the innovations of the 
Railroad Administration. A few instances of unification 
still remain, such as the joint use of the Pennsylvania 
passenger terminal in New York by the Pennsylvania 
and the Baltimore & Ohio Railroads. The Transporta- 
tion Act of 1920 empowers the Interstate Commerce 
Commission to require the joint or common use of 
terminals, including main tracks for a reasonable dis- 
tance outside of the terminals, when such a requirement 
is believed by the Commission to be in the interest of 
public service. As yet the Commission has not formally 
exercised that power. Probably it will not be invoked 
until the Commission has worked out its recommenda- 
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tions for the voluntary consolidations provided for in 
the Act. 

Joint use of locomotives has not been continued, 
altho in some cases during the heavy traffic period of 
1920 roads with surplus power rented locomotives to 
roads which were short. As to freight cars, the per diem 
rules agreement, the car service rules, and the inter- 
change code of the Master Car Builders' Association 
have been readopted substantially as they were before 
federal control. The per diem rate for the use of freight 
cars has been increased from 60 cents to $1 and the car 
service rules have been amended in certain particulars, 
but these amendments do not affect the individuality of 
ownership and control under normal conditions. The 
Interstate Commerce Commission, however, has been 
given greater power (under the Transportation Act) to 
control the distribution of cars and locomotives when 
conditions justify the exercise of that power. A Com- 
mission on Car Service has been created as a branch of 
the American Railway Association and has been clothed 
with certain administrative powers of policing the rail- 
roads to see that the car service rules are properly 
observed. 

There is little likelihood that the Railroad Adminis- 
tration standards for locomotives and freight cars will 
be continued as such, but probably there will hereafter 
be a closer approximation to uniformity in certain fea- 
tures of design and appurtenances. The individual roads 
are reverting to the former practice of designing loco- 
motives and freight cars to suit their local needs. The 
ultimate result will probably be to reduce the number 
of types of peculiarly local design, and in freight cars 
particularly there will be further progress toward stand- 
ardization. 

All of the accounting short cuts used by the Railroad 
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Administration in dividing joint revenues and expenses 
have been abandoned. The plan for standardizing 
operating statistics, however, has been perpetuated by 
the Interstate Commerce Commission. During the 
year 1920 this plan was continued by the Commission 
without change; but effective on January 1, 1921, cer- 
tain modifications were made at the request of the rail- 
road executives with a view to reducing the clerical 
work required by the original plan. 

The right of the shipper under Section 15 of the Act 
to Regulate Commerce to specify the route over which 
his shipment should be carried has been restored, but 
the Interstate Commerce Commission is authorized by 
the Transportation Act of 1920 to order changes in the 
routing of traffic when in its opinion a road is unable so 
to transport the traffic offered to it as properly to serve 
the public. 

Prior to the date of the termination of federal control 
the railroad companies took steps to reorganize the 
"off line" soliciting agencies which had been abolished 
by Director General McAdoo, and on March 1, 1920, 
or shortly thereafter, practically all of these agencies 
were again functioning. In discussing this subject in 
the preceding review of the first year of federal control 
attention was drawn to the fact that the public did not 
take kindly to this abridgment in service. 

A few of the consolidated ticket offices have been 
continued. In some cities certain of the roads have 
withdrawn but the joint offices are being used by the 
remaining roads. In Chicago, for example, three roads 
withdrew while nineteen remained. In most cases where 
the offices were broken up, or where some of the roads 
withdrew, the action was taken because certain of the 
roads believed that the joint offices worked against 
their individual interests under competitive conditions. 
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Undoubtedly the consolidated ticket office tended to 
throw a greater number of passengers to the strong lines 
and correspondingly to reduce the passenger traffic of 
the weaker roads. 

The policy of reducing or eliminating duplicate pas- 
senger train service, such as that between Chicago, St. 
Louis, Omaha, and the Twin Cities was quickly aban- 
doned. With the return to former conditions of com- 
petition it was but natural that the service should be 
restored substantially on a pre-war basis. 20 

The efforts of the Railroad Administration to central- 
ize the purchasing of equipment, rails, ties and other 
materials and supplies never produced satisfactory re- 
sults. The Administration itself abridged the scope of 
the plan in 1919, and it died at the end of federal control. 

Advertising for traffic purposes was entirely discon- 
tinued during the first year of federal control but was 
resumed to a limited extent in 1919 with a view of stimu- 
lating passenger travel. In 1920, under private opera- 
tion, advertising was resumed on the former scale. 

The permit system for controlling traffic at the source, 
a plan which had much to do with the prevention of 
congestion during federal control, has been continued 
in part, particularly in the field of export traffic. Ship- 
ments for export are not accepted unless the shipper can 
give assurance that ship space will be available at sea- 
board. The plan works well in preventing an accumula- 
tion of cars at water terminals. 

On the whole it may be said that nearly all of the in- 
novations of the Railroad Administration were effective 
only under the non-competitive conditions of federal 

20. During the year 1919 the Kailroad Administration restored a large part of the 
passenger train mileage taken off in 1918. Out of the 67,290,482 train miles (per annum) 
discontinued in 1918, the Administration restored 11,461,758 (per annum) up to June 30, 
1919. The reestablished service included some of the limited trains, such as the 
Broadway Limited of the Pennsylvania Railroad between New York and Chicago. 
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control. Most of these innovations brought satisfactory 
results while the war was in progress, especially in in- 
creasing traffic capacity. Most of them worked less 
satisfactorily in 1919 when the return of the roads to 
competitive conditions was in sight. Under the free 
play competition the principles of unification have a 
much restricted application and in the majority of cases 
they are not regarded with favor either by the railroads 
or the public. 

VIII. Conclusion 

The main purpose of this article and that preceding 
has been to outline the events and conditions prior to 
federal control, to describe the organization and methods 
of the United States Railroad Administration, and to 
appraise the results. In concluding our review we may 
ask several questions which usually have a prominent 
part in any discussion of nationalization as a possible 
solution of the railway problem. 

The first has to do with labor relations: did govern- 
ment management show a tendency to make undue con- 
cessions to labor for political or partisan ends? Here it 
is difficult to distinguish between policies and actions 
dictated solely by emergency needs and those which in 
some degree may have been inspired by political mo- 
tives. The Administration was committed by the Presi- 
dent to a definite policy of keeping labor contented. 
Under this policy it was necessary to grant wage rates 
and to concede working rules which under other condi- 
tions might be regarded as unreasonably favorable to 
organized labor. The main purpose of this sympathetic 
attitude of the Administration toward the aspirations of 
the leaders of railroad labor was undoubtedly to prevent 
disputes which would adversely affect transportation 
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service during the war period and thus bring discredit 
upon federal management. At the same time it was per- 
fectly natural that the Administration, with an eye to its 
perpetuation, would on the one hand do everything 
that properly could be done to foster friendly relations 
with labor, and on the other hand would avoid doing 
anything which would antagonize the labor vote. On 
the whole, it is the writer's opinion that political mo- 
tives did not have a dominating influence in labor rela- 
tions. While there is much to support the view of many 
observers that the Administration did truckle to labor, 
there is little evidence that this policy was designed to 
serve political or partisan ends. 

The second question is this : was government manage- 
ment used to promote the political fortunes of the party 
or a party leader? Here again there is difficulty in dif- 
ferentiating between motives. The goal of the Admin- 
istration was to surpass all records in transportation 
efficiency. A successful result would be to add directly 
to the effectiveness of our participation in the world war 
and to shorten its duration. Indirectly too, it would add 
to the prestige of the political party and the leaders then 
in power. While there were indications here and there 
that the Administration was not unmindful of the polit- 
ical fortunes of the party or its leaders, these considera- 
tions were kept in the background and had little or no 
effect on general policies. As a sidelight on this ques- 
tion, it is pertinent to call attention to the fact that 
political considerations had nothing whatever to do 
with the selection of the officers or employees of the Ad- 
ministration. The men were chosen solely on the ground 
of fitness. No questions were asked as to political 
affiliations. It was peculiarly a case where the office 
sought the man. 

The third question has to do with the published state- 
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ments pertaining to transportation achievements and 
financial results. Was there any tendency to color the 
operating statistics or to adjust or manipulate the 
figures in order to improve the showing? Was there any 
tendency to refrain from facing the real financial situa- 
tion or to put off the day of reckoning? 

So far as the statistics of physical operation were con- 
cerned, the Administration's policy was one of publish- 
ing and distributing the complete figures month by 
month in much greater detail than had ever before been 
attempted. Nothing was held back. The same is true 
as to the statements of financial results, with the one 
exception that during the closing months of the federal 
control period there was a disposition to minimize the 
extent of the actual deficit by ignoring the element of 
undermaintenance and other claims against the govern- 
ment. During Mr. McAdoo's term of office there was a 
disposition to magnify the extent of savings made pos- 
sible through unified control, and in the latter part of 
Mr. Hines' term of office there was a tendency to overdo 
in "explaining away" certain unfavorable features. It 
was natural enough that the Administration should 
desire to place the situation before the public in the best 
possible light. At times the coloring was carried to ex- 
tremes, but there cannot be the slightest suspicion of 
deliberate manipulation with intent to deceive. 

The fourth question bears upon rates and service. 
Did the railroad administration adjust or manipulate 
rates under pressure from individuals and localities, or 
improperly discriminate in rates or service against in- 
dividuals or localities? It may be stated with assurance 
that no such improper discrimination was practiced. 
Exception might be taken here and there in specific 
cases, as, for example, to the rate adjustments which 
favored the Southern ports at the expense of North 
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Atlantic ports; but the consensus of opinion of disin- 
terested traffic experts is that the Administration's ac- 
tion in that and in other cases was justified from the 
national viewpoint. On the whole, it is the writer's 
opinion that an honest effort was made in all adjust- 
ments and changes to treat individuals and localities 
fairly without regard to political effect. 

Finally, we may ask ourselves whether our recent ex- 
periment in federal control affords an adequate test of 
the desirability of a permanent policy of public owner- 
ship and management. The answer is plainly in the 
negative. The results in 1918 were favorable. In 1919 
they were unfavorable. They were favorable in 1918 
because at that time we were actively engaged in war, 
every influence of patriotism supported the Railroad 
Administration, and the organization was held at con- 
cert pitch by the critical military needs. The unfavor- 
able results in 1919 may be attributed in greater part to 
the pronounced reaction from war-time strain, to the 
serious decline in traffic, and to the disintegration of the 
organization in a too prolonged closing period. No one 
should question the expediency of the government's 
action in taking the railroads in the emergency. The 
centralization of power and the more effective coordina- 
tion with other branches of the government in the crisis 
made possible results in the effective utilization of equip- 
ment and facilities which would have been much more 
difficult under private management. But it is not proper 
to treat that part of the period as the test of what 
might be expected under normal conditions. As re- 
gards the unfavorable year 1919, it would be as unfair to 
make that a test of government operation as it would be 
to take the present period of subnormal traffic and dis- 
turbed economic conditions as the final test of private 
management. 
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Those who advocate nationalization and look upon 
the results of both years as favorable to government 
operation must concede that they are to be credited to 
railroad men who rose to the emergency. The propo- 
nents of nationalization who are disappointed in the 
results of the two years attribute the failures to the fact 
that the real management during the greater part of 
federal control was in the hands of men who were 
brought up under private management and who, there- 
fore, could not or would not avail themselves of the 
advantages of unification. 

It is plain, therefore, that nothing definite can be 
proved from the results of 1918-19. A real test of gov- 
ernment operation is possible only if carried on over a 
longer period — one in which business conditions are 
normal and in which political expediency would have 
normal play. The period under review was so abnormal 
that the results are valueless as guides to what might be 
expected from similar control or complete government 
ownership when normal conditions return. 

William J. Cunningham. 

Harvard University. 



